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Economic Analysis of the Acquisition-of-Stock Price Lawsuit in MBO

Ryutaro Nozaki
College of healthcare management, Faculty of healthcare management

Abstract:

In this paper, I theoretically analyze what type of stock price an incumbent manager making a
management buyout would set in a stock offering to small shareholders when asymmetric infor-
mation of the firm's value exists between the incumbent manager and small shareholders, and
there is the possibility of a takeover bid by a potential rival. Also, I study the impact of the court's
ability to determine a stock price for the MBO if the small shareholders decide to take legal ac-
tion. The main results are the following. When small shareholders cannot take legal action, the
asymmetry in information is not canceled when a potential rival manager of middle level strength
appears. In all other cases, the asymmetry in information is canceled when a rival appears. When
small shareholders can take legal action, if the court is highly capable of discovering the firm's
true value, asymmetry in information is canceled. But if the court is not very capable, asymmetry
in information is maintained.
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